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SUMMARY OF MAJOR RESULTS 


This report contains detailed statistical results, 
descriptions and analyses of data from an October, 1981 
telephone survey of home owners in seven cities across 
Ontario: Hamilton, London, Ottawa, Sudbury, Thunder Bay, 
Toronto and Windsor. A total of 5,839 owners were 


interviewed. 


The specific subjects on which statistics are compiled 
include: 
e Social and financial characteristics of 
home owners by city. 
@e Comparison of social and financial 
characteristics between high and low Gross 
Debt Service (GDS) ratio households. 
@e Projected financial characteristics among 
households that will renew mortgages before 
fhe NS i 


Some of the main conclusions of this study are outlined 


below: 


@e Home owners across the seven cities show more 
Similarity in characteristics than might be expected. 
For example, large differences in monthly payments 
may be a common perception, but results indicate that 
monthly payments in Toronto and Sudbury differ by 


only $536, 


Although characteristics across the seven cities are 
Similar, some differences are apparent. Specifically, 
payments, mortgage principals and incomes are related. 
Such relationships can be built into two conceptual 
models. Torontosand Ottawa,fitsa high, cost/high 
income model while Windsor statistics indicate lower 
costs and incomes. In the other areas the patterns 
are less pronounced, although London is inclined 


toward a high cost/high income model. 


Generally, average Gross Debt Service ratios (GDS) tend to 
be higher in high cost cities and vice versa, but 

the range from high to low is relatively small. The 
narrow range suggests that higher income does 

compensate for costs in high cost cities. However, 

income does not Aarts eer completely, because high 


Cost cities ‘still have high) GbSeratios: 


Average GDS ratios range from .109 in Thunder Bay 

tO % Jd) in Toronto, anGdearsurprisinglvelarge 52 per 

cent of owners have low GDS ratios of .10 and less. 

An explanation for the large number of low ratios 

is that almost half the number of owners do not hold 
mortgages. In addition, a substantial number of 


mortgage holders have low interest fixed term mortgages. 


About 5 per cent of owners have high GDS ratios above 
-30. SebOrOontOmrse nigh wi til) Ge penecentcEewho em lnuinde rs 


Bay 1S. low at 3.47- per cent: 


Part of the high GDS group can be characterized as 
young families with relatively low income who have 
purchased their homes recently. However, other 

reasons must be sought for a large number of high 
GDS owners. A sizable group may simply opt for a 


high level of shelter consumption. 


Among households who will renew mortgages before 
1985, the average increase in monthly payments will 
be near 40 per cent, if mortgage rates are 19 per 
cent. The per cent changes are similar to other 
estimates and are also consistent with small GDS 
changes. .A large per cent change in payments can 


result in a small GDS change. 


Present average GDS ratio among 1982 renewers is .181, 
but mortgage renewal at 19 per cent increases average 
GDS only to .210, given an 1l per cent income increase 
assumption. One reason for the moderate GDS increase 
is that owners are assumed able to clear second 
mortgages before renewal or are willing to generate 
equivalent rental income. However, inclusion of 
present second mortgage payments does not greatly 


affect projected GDS ratios. 


INTRODUCTION 

The highly volatile interest rates experienced during the past 
several years have undoubtedly produced financial hardships 
for some homeowners who renewed mortgages during periods of 
peak interest rates. In consequence, considerable public 
interest in the financial status of homeowners exists, but 
particular interest focuses on owners who must renew mortgages 
in the near future. Although the financing of homeownership 
has attracted public attention, little objective information 
1s available. Census data do not contain financial detail, 
and the last extensive study was the 1984 CMHC Survey of 
Housing Units (SHU). The deficiency of information should be 


partially remedied by~statistics contained in this paper. 


The paper provides detailed comparisons of social and financial 
characteristics of homeowners in seven Ontario Census Metro- 


politan Areas (CMA's). 


Specific subjects presented are: 


© Comparisons by city. 


Comparisons of high versus low Gross Debt 
Service (GDS) households. 


o Comparisons of financial projections for 
monthly payments and GDS ratios by year of 
mortgage renewal. 


Survey Background 


Statistics contained in the report have been calculated 
from survey data collected through telephone interviews 
among random samples of all private ownership households 
in seven CMA's during October, 1981. The 1981 

Survey is the first ownership study sponsored by the 
Ministry of Municipal Affairs and Housing, but the work 
is closely related to the annual Rental Market Survey 


which has been replicated annually since 1977. 


Survey work, data coding and editing was conducted by 
Complan Research Associates Ltd., Toronto, Ontario. 

All analysis and statistics contained in this paper are 
the work of the Policy and Program Development 
Secretariat staff. The Ministry of Municipal Affairs 
and Housing is solely responsible for all conclusions 


and statistical quality. 


The surveyed cities, sample sizes and response rates are 


given in the Table below: 


City Sample Size Response Rate* 
Hamilton 600 65.0 
London 139 69°. 0 
Ottawa 655 66.2 
Sudbury 922 Tige® 
Thunder Bay L265 1.0. ..6 
Toronto Ghspes 60.6 
Windsor 896 Soo 


*Overall Response Rate for both 
ownership and rental surveys. 


Results of the Ownership Survey, like all sample surveys, 
contain errors that result from sampling and measurement 
methods. In particular, the telephone survey method 
introduced a potential source of error, because respondents 
may be asked to recall complex financial information during 
a telephone interview. Few respondents are willing to 
CLOOKk sUups specific financial records. Error is inherent 

in survey methods, and therefore, all survey results are 
subject: tosivarious -Limitations=andiqualiticatatons., (aihe 
qualifications can vary from survey to survey, and the 
results cannot be placed in perspective without an 
appreciation of some details of the survey background 

and sample reliability. Detailed background information 


is contained in the Appendix. 


I. SOCIAL AND FINANCIAL CHARACTERISTICS OF 
HOME OWNERS BY CITY 


Some differences in social and financial characteristics 
across the seven cities surveyed are apparent. However, 
the overall impression gained from statistics in Tables 
inl Ot Ls aac wemce COL LOS fod ownership are more 
Similar than different in large Ontario urban areas. 

For example, ownership costs in Toronto may be thought 
much higher than in Sudbury. Survey results verify such 
impressions, but the differences are less than might be 
expected. The average monthly payment in Toronto is 


$317 compared to $259 in Sudbury. 


On the other hand, many of the differences among cities 
are related and several patterns can be identified. For 
example, high payments, high principals and high incomes 
tend to go together. Generally, Toronto and Ottawa fit 
a high cost/high income model while Windsor fits a 
relatively low cost/low income model. The patterns in 
other cities are less pronounced but London is inclined 
toward a high cost/high income model. Specific details 
relevant to the above cost and income characterizations 
can be found in the following descriptions of Tables 1.1 
to 1.14. “However, only the most significant features 
are described, but interested readers can elaborate the 
models from statistics presented in the Tables. The 


differences across city may also suggest other models. 


A} 


Social and Dwelling Type Measures 
Table 1,1 - Dwelling Type 


Most owners reside in single detached dwellings, 
and only 5.2 per cent of surveyed units are in 
higher density row and apartment units. The 
distribution of dwelling types across city is 
Similar for Toronto and Ottawa. Much higher 
percentages of row and apartment units are present 
in Toronto and Ottawa. The percentages of high 
density units are 12 and 15 per cent, respectively. 
The other five cities range from a high of 6 per 
cent in®Hamilton sto, avlows of 0.7 per cent. in 
Thunder Bay. In terms of a high cost/high income 
model, the relatively high housing costs and, 
particularly, “and cost in Torontowand. Ottawa may 
explain the greater popularity of higher density 


units. 


Tabled w2¢= mead of Household Age 


In general, about 16 per cent of owners are 65 years 
and older while 2 per cent are less than 25 years. 

Age distributions across city are very similar but 
Windsor is an exception. Windsor registered the 
highest percentages in both the oldest and youngest 

age groups. Toronto and Ottawa show slightly 

lower levels of young owners. Relatively few young 
owners might be expected in Toronto and Ottawa, because 


shelter costs are relatively high. Typical young 


families have lower incomes and have not accumulated 

large downpayments. However, Sudbury also has 

considerably reduced levels of young owners less than 

35 years. The smaller per cent of young owners in 

Sudbury probably reflects the presence of subsidized 

rental units available to many mine employees. Renters 

of such units would experience large shelter cost increases 


if they entered the ownership market. 


Table 1.3 - Annual Household Income 

Overall, a surprisingly high per cent of owners appear 
in the lowest income category. Moderate incomes 

of less than $25,000 comprise 36 per cent of all 
owners. However, the percentage of low income owners 
can be partially attributed to senior households. 
Sixteen per cent of owners are 65 years and older and 


few retirement incomes are in excess of $25,000. 


Gross household income shows fairly strong differences 
across the cities with average incomes ranging from 
$39 000, im Ottawa. 20. 525,000 in Windsor. ~ine 

cities characterized as high cost/high income cities 
have the highest averages while Windsor, characterized 
as relatively low cost/low income, has the lowest 


average income, * 


*Income averages include cases with estimated incomes. 
Some respondents reported imcome categories rather 
than exact income. Income estimates were made 
from within the category medians. Incomes for 
seniors were not estimated. In addition, 1980 
income levels were surveyed and increased by the 
CPiaiwiGdadd-Onwtece.Oleske wie DermcCenlLO.estimate. 193.1 
levels. The procedure is considered more reliable 
than surveying present year income, 


B) 


ay hore 


RAD Level «4 BP -HOUSCH OIG iS Une 

Table 1.5 - Year Purchased 

Table 1.6 - Per cent New House Purchases 

Tables giving distributions of household size, year 
of purchase and per cent new house purchase are pro- 
vided for general interest. Generally, large 
differences across cities are not apparent. However, 


some findings of note are: 


e Almost 11 per cent of owner households 
are Single persons. 


e A surprisingly large per cent of mortgage 
holders (43 per cent) purchased their homes 
£rom 1.975. tov 1979 Onilye dt 7s perecenewpurchased 
the last two years when volatile interest 
rates were present. 

e Overall, about 32 per. cent of mortgage holders 
purchased new houses, rather than resales. 


Little differences across city are 
present. 


Financial Measures 


Table 1.7 - Per cent Owners Holding Mortgages 
Table 1.8 = Per cent Mortgage Hoders wtth 


Second Mortgages 
Table 1.9 = Per cent Owners Holding Fixed 
Term Mortgages 


A surprisingly large per cent of owners (46 per cent) 
do not have mortgages. The individual cities range from 


a high of S0°per cent inewindsor to aylow. of —28 per cent 
in Ottawa. Forty-nine per cent of Toronto owners do not 
have™mortgages. “'Perscent mortgage holder’ 1s one of 

a few measures where Toronto and Ottawa are not 

Similar. Therefore, the measure 'per cent mortgage 
holder' does not support the cost/price models. How- 
ever, the per cent of mortgage hoders with second 
mortgages is consistent with the high cost/high 


income model. Toronto and Ottawa are much higher than 


a6 ae 


other cities at 20 per cent and 11 per cent, respectively. 
On the other hand, Windsor is a close third, also 

11 per cent. The finding may be thought inconsistent, 
but on reflection, high rates of second mortgages are 
consistent with both high cost/high income and low 
cost/low income models. Both extreme type cost 

models might be expected to produce financial strains 

that result in increased rates of second mortgage 


holders. 


Top te et Outstanding Prinectpals* 
ap Gg. eee Monthly Payments ** 


Monthly payments and principals are closely related, 
and the pattern of payments and principals generally 
follow the cost and income models. Ottawa has the 
highest average payment at $333, closely followed by Toronto 
at $318, and London at $281. Thunder Bay has the 
lowest average payments at $225, but is closely 
toliowed= by Windsor aw $226..." The ranking of>out- 
standing principals by city is somewhat different. 
Toronto is highest at $43,100, followed by London 

ace S375 100” and Ottaway at'-$565' 800 .-°Windsorvnas” the 
lowest average principal at $29,800. The finding 
that Ottawa has highest average monthly payments, 
bat only" third“ highest- principals)” is not inconsis= 
tent. Monthly payment statistics include households 


without mortgages and Ottawa has a high per cent 


* Total Principal:*” all> mortgages at last renewal. 


**Monthly payments include principal, interest, and 
CARES. 


of mortgage holders. The number of households who 
only pay taxes substantially lower average payments 


in Toronto and London. 


Table 1.12 --Gross Debt Service Ratto. (GDS)* 

GDS ratios are probably the statistic of greatest 
interest. GDS is usually interpreted as an 
approximate indicator of affordability, and a GDS 
of .30 is sometimes used to divide households into 
high and low GDS groups. GDS's of less than .30 
are usually considered financially manageable. In 
addition, GDS ratios by city are interesting in 
terms of the cost/income model developed throughout 
this section. An analytical question is whether 
higher income compensates for higher costs in the 


high cost/high income cities. 


Inspection of the average GDS ratios by city indicates 
that some differences exist but the range of average 
GDS is very narrow. Average GDS ratios range from 

ar high ote sla insTOronto sto -aaslowrOre = ieanaThunder 
Bay. Ottawa is a close second high at .13 while 
Windsor tends to be low at .12. Generally, the 

high cost/high income cities have higher GDS ratios 


and lower cost cities tend to have lower ratios, but 


*GDS ratios are monthly payments (principal, interest 

and taxes) divided by monthly gross household income. 

As previously noted, income estimates are used. 

Extreme GDS values of greater than 1.0 and less than 0.01 
are discarded to improve reliability. 


- 13- 


the differences are very small. The very narrow 
range in average GDS's suggests that income does 
compensate for higher costs. However, the slightly 
higher .ratios..in high«cost cities indicate that 
income does not compensate completely for higher 
shelter costs. 

Similar conclusions can be reached by inspecting 

the distribution of GDS ratios. «Toronto has sby far 
the largest per cent of owners over .30 GDS at 13.5 
- per cent of all households while Ottawa is second 

at 5.7 per cent. On the other hand, Windsor has only 
4,1 per cent of owners over .30 GDS, and Thunder Bay 
is ‘low“at93h7 pérocents 

While most interest centres on higher GDS groups, 
the low GDS groups should not be overlooked. Over 
half of all owners (52 per cent) report GDS ratios 

of .10 and less. The large per cent of low GDS 
Owners may seem contrary to popular impressions, 
because considerable attention has focused on owners 
who are struggling with rising prices, high mortgage 
rates and declining real incomes. However, such 
impressions are deceptive, because 46 per cent of 
owners do not have mortgages (Table 1.7). Therefore, 
GDS ratios for 46 per cent of cases are simply taxes 
divided by income. A large number of low GDS ratios 


are present among owners who do not hold mortgages. 


Rh Hy Bee 


On the other hand, a conclusion that all households 
with less than .30 GDS are not financially stressed is 
not necessarily valid. Many of the low GDS groups 

are also seniors, and GDS ratios for seniors may not 

be a good measure of affordability. A senior with a 
-L0 GDS on a small retirement income may have diffi- 
culty purchasing utilities, food, etc. on the remaining 
90 percent of income. However, a .40 GDS household 
with a larger income may have a much tarqer discretion- 


ary income, 


Tabet Oath Se Mortgage Renewal Date 
TopPent aS 2aearers = Mortgage Interest Rates 


Tables of first mortgage renewal dates and interest 
rates are provided for general information. Some 
general results are: 39 per cent of mortgage -holders 
must renew first mortgages from October, 1981 to 
December 1982. An additional 25 per cent must renew 
during 1983. Toronto is notable because only 26 

per cent of owners must renew before 1983 compared 

to Ja high sof «50yper cent ineHamidton~ «The relatively 
low per cent of 1982 renewers in Toronto will reduce 
the impact of potentially high 1982 mortgage rates 

on Toronto. The result is noteworthy because Toronto 
already has a relatively large per cent of householders 
with shigh.=GDS 4ratios-: 

Interest rates are very evenly distributed across the 
cltles;, and A’ surpmi sing 9/2) per cent of first mortgage 
holders@pay «mortgage rates of 2) per cent or less. On 


the’ other hand, only 5 per cent pay more than 18 per cent. 
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cree COMPARISON OF HIGH TO LOW GDS HOUSEHOLDS 

High GDS owner households are defined as those spending 
more than 30 per cent of gross household income for 
house payments that include principal, interest and taxes. 
Tables 2.1 to 2.9 provide various comparisons of social 
and financial measures between the high and low GDS 
groups. One of the more important findings is the 
relative size of the high GDS group. Just over 5 per cent 
of owner households have GDS ratios greater than .30. 
Judging from the publicity that surrounds current high 
mortgage rates, many popular impressions would suggest 

a much larger group. 

Inspection of Table 2.1 reveals very strong differences 
between high and low GDS groups, particularly among 

the financial measures. For example, average monthly 
payments are $673 for the high GDS group, compared to 
$270 for the low group. Similar differences between out- 
standing principals are present at $48,200 compared to 
$33,700. Average first mortgage rates for the high 

group are’ Is.5 per Cent <cempared to Il.diper cent. in 
addition, very strong differences are present between 

per cent holding mortgages. The high GDS group are 
strongly mortgage holders with 95.2 per cent holding 
first mortgages and 28.9 per cent second mortgages, 
compared to 60.2 ner cent and 5.4 per cent among the 


low GDS group. 


~ BC a 


Generally, the high GDS group can be characterized as 
high on all financial variables. A typical high GDS 
household has the following features: 

e mortgages 

e relatively high monthly payments 

® high mortgage rates 

e high) Outstanding principal. 
On the other hand, high GDS households also have substan- 
tially” lower “average ™=incomesi-ate~ bo 0 0mcompared =to™ 
$37,000 per year. The survey statistics verify what may 
be a common impression: typical high GDS households 
combine high cost factors with low incomes. On the 
other hand, low GDS groups combine low cost factors 
with high incomes. The relationship between costs and 
incomes for high and low GDS groups is illustrated in the 
Table below. 


Relationship Between Costs and Income 
Between High and Low GDS Households 


Low GDS High GDS 

Households Households 
($) ($) 
Average Payments 270 O9/ 3 
Average Income 325200 OF 0.0 


Of course, a variety of explanations are available to 
explain the combination of high costs and low incomes 
among owners who have GDS's in excess of .30 per cent. 
For example, typical high GDS households may be recent 


first-time buyers, young families with expectations of 


aca 


increasing incomes, recent mortgage renewers at high 
interest rates or perhaps have large household sizes and 


must opt for a larger home. 


If true, the above explanations would produce a high 

GDS group that is relatively young, purchased a house 
recently, have high mortgage rates and larger household 
sizes. Inspection of the social characteristics in 
Table 2.1 indicates that the above differences are 
present. For example, 34 per cent of the high GDS group 
are less than 35 years of age compared to 23 per cent in 
the low GDS group, and 13 per cent have household sizes 
greater than 4 persons compared to 7 per cent. In addition, 
29 per cent purchased since 1980 compared to 16 per cent. 
High GDS groups also average mortgage rates of 13.5 per 


cent compared. to 11.1 per cent in the low group. 


Although substantial differences between the high and low 
GDS groups are present, concentration on the differences 
May obscure the substantial similarity between GDS groups 
along many social dimensions. In fact, such descriptions 
as young, recent, first-time home buyer, describe a 
relatively small proportion of the high GDS group. The 
remaining proportion of the high group shows great 
Similarity to the low group. The extent of differences 
and similarities between high and low groups is best 
portrayed by the frequency distributions in Tables 2.2 


EOiel ea 


aD 


For example, an identical 62 per cent in each group 

purchased homes between 1970 and 1979. All the Tables 
show similar eee Group differences are found in 
extreme categories of the frequency distributions but 


the mid-categories are strikingly similar. 


A basic conclusion is that descriptions such as young, 
first-time buyer do not fit a large part of the high 

GDS groupe liisuchtexp Lana tions et ais. “to: account. tox, a 
large per cent of the high GDS group, then alternate 
explanations might be considered. One possible explan- 
ation is sthat. avtoubstantial spart,-of the high -GDS. group 
appears to have opted for a higher level of shelter 
consumption than comparable income households in the low 
GDS group. However, other explanations are also possible. 
Many uncontrollable factors such as ill-health can turn 


a once prudent home purchase into a financial strain. 


TABLE 2.1 


COMPARISON OF HIGH AND LOW 


GDS* HOUSEHOLD CHARACTERISTICS 


Average Household 
Income 


Average Principal 
@ last renewal 


Average Monthly 
payments 


Average first 
mortgage 
Interest Rate 


Per cent households 
of 5 + persons 


Per cent purchasers 
Erom L9SGtb0 1981 


Per cent mortgage 
holders 


Per cent 2nd 
mortgage holders 


Per cent nousehold 
heads less than 
35 years 


Sample size 


GDS GROUP 
To 303% More than 
30% 
$323:000 $19,700 
523,/00 $48,200 
S 270 $ 673 
Uahaas LoS 
6.7 Eee 
oes 20.9 
60.2 Give 2 
5.4 aS Be, 
PRES, ti Sys} 49) 
4,249 229 


* High GDS households are those paying more than 
30% gross household income for house payments 
including principal interest and taxes. 


TAB GP ois 2 


COMPARISON OF HOUSEHOLD SIZE BY 
ESTIMATED GROSS DEBT SERVICE RATIO 


PERSONS PER GDS RATIO 
HOUSEHOLD Aiton ey S10) -3l1 & More 
(3) (3) 
ib Oe 6 
2 PIS hos i) 229 
Se Sate 56.6 54.2 
Sy ae aS 6.4 
7 & more pre l8) 6.9 


Sample Size 3,698 188 


TABLE 2.3 


COMPARISON OF TOTAL MONTHLY PAYMENTS 
BY ESTIMATED GROSS DEBT 
SERVICE RATIO* 


MONTHLY 
PAYMENTS 
($) GDS RATIO 
To *.350 -3l1 & More 

(3) (3) 
$200 & less 49.1 yeas: 
$201 - $300 Tes Zine 
S301 = $400 nis Sous 
S401 <= 5500 ae Kea 14.9 
$501 - $600 Sees ORO 
$601 - $700 315 13a 
$701 & More Sad 35.3 
Average See 9 $673 
Sample Size 4,249 229 


*Payments include Principal, Interest 
& Taxes. 


TABLE 2.4 


COMPARISON OF GROSS HOUSEHOLD ANNUAL 
INCOME*BY ESTIMATED GROSS 
DEBT SERVICE RATIO 


HOUSEHOLD 
INCOME ‘ GDS RATIO 
TO.t0 sole More 
(3) (3) 

Less than $25,000 S457 7.610 
$257,000) = $347,999 SyAG Sac 
$35,000 & More SAAT Siz 
Average Sig 2e7200 Sor 00 
Sample Size 4,249 229 


*Income estimates are used. 
See Table 1.3 for details. 


TABLE: 2..5 


COMPARISON OF TOTAL PRINCIPAL* BY 
ESTIMATED GROSS DEBT SERVICE RATIO 


PRINCIPAL GDS RATIO 
hoy Wee He) -31 & More 

(3) (3) 
$10,000 & less aide 4.4 
210,001 “= 720,000 uy fore Sa 
$20,001 - 30,000 24.5 oe 
$30,001 - 40,000 2Leo 2251 
$40,001 - 50,000 toes £6.65 
$50,001 - 60,000 Be the ee 
$60,001 & More 656 23ee 
Average S33 ,700 $48,200 
Sample Size PRIA Ne) 181 


‘Tota Vor Nclipeiaae, Tas 
mortgage renewal. 


TABLE 2.6 


COMPARISON OF YEAR PURCHASED AMONG 
MORTGAGE HOLDERS BY ESTIMATED 
GROSS DEBT SERVICE RATIO 


PURCHASE 
YEAR GDS 
Ours 0 -3l1 & More 
(3) (3) 

Before 1950 0.4 0.9 
1950 - 1959 Bree Agate! 
1960 - 1961 Digs hee 8) 6.9 
1970 - 1974 LSr0 eon 
1975 - 1979 Aart 46.8 
1980 829 BS 
1981 es Sees 


Sample Size Phy eho 21.8 


TABLE 2.7 


COMPARISON OF PER CENT MORTGAGE HOLDERS 
AND PER CENT SECOND MORTGAGE HOLDERS 
BY GROSS DEBT SERVICE RATIO 


MORTGAGE 


First Mortgage 
Holders 


Second Mortgage 
Holders 


Sample Size 


GROSS DEBT SERVICE 


To 


30 
(3) 


60.2 


oy ae 


4,249 


1319 &S MOre 


229 


- 40 - 


TABLE 2 <3 


COMPARISON OF HEAD OF HOUSEHOLD AGE 
BY GROSS DEBT SERVICE RATIO 


AGE GROSS DEBT SERVICE 
TOPO -31 & More 

(3) (3) 

Less than 25 Jha 4.0 

25 a4 Dey, Pale & 

SS ee | 25.4 253 

45 - 54 24.4 PRO I) 

aie), Sargon} ORS VE PAS: 

65 & more Th) 2) 


Sample Size MP Ae es: PIA 


| 


PAB Dine 2% °9 


COMPARISON OF FIRST MORTGAGE INTEREST 
RATES BY GROSS DEBT SERVICE RATIO 


INTEREST GROSS DEBT SERVICE 
RATE To18.30 -3l1 & More 
(3) (3) 
9.0% & less 22:30 4.2 
9. 136~-e 26.02 Sieh 43.9 
124 L4—~ 520% Us 57) 2AES 
15.13=--18). 0% 5a8 12.4 
18.1% & more 4.4 DS eZ 
Average lane & oe 5: 


Sample Size 27540 217 


TTL. FINANCIAL PROJECTIONSS BY avBAR 

The higher interest rates experienced during the past 
several years have focused considerable public attention 
on families who must renew mortgages during peak interest 
periods. Various widely ranging estimates of the number 
of families likely to lose their homes have been published. 
Sufficient variables were present in the survey data to 
allow calculations of projected monthly payments at 
various interest rate assumptions for owners who must 
renew mortgages. In addition, projected GDS ratios are 


calculated from projections of household income. 


An extensive financial analysis of survey data was per- 
formed, and various financial measures of households 
that must renew mortgages are presented in Table 3.1. 
Before summarizing the most significant findings of 
the financial projections, a comment about methodology 
is necessary. 
A) Methods 
As indicated in the Appendix, the financial 
and income history of households can be extremely 
complex. Telephone survey methodology was not 
sufficiently flexible to record all details in 
particularly ellaborate histories. Measurement 
error was introduced because some detail was elim- 
inated, and the recall of respondents for variables 
Sucheas outstanding principal muse be assumed 


accurate. Obviously, survey data quality is not 


equivalent to audited financial statements. On 
the other hand, the data are of sufficient quality 
to produce realistic descriptive statistics. How- 
ever, a feature common to all survey results is 
that interpretation of the statistics require 


various assumptions. 


In general, the statistics are of adequate descriptive 
quality, but the methods used to calculate the 
financial projections deserve considerable comment. 
The projections present special analytic problems, 
because the calculations require valid responses to 

a number of questions. Calculations cannot be 
performed unless a respondent answers all related 
questions. A large number of cases would 'drop-out' 
of the analysis unless methods are used that supply 
reliable estimates for unanswered questions. The 


various methods are described below. 


1) A standard amortization calculation requires 
valid measures of the principal, oayment, 
interest rate and number of payments. Valid 
measures of any three of the variables en- 
ables. calctilation of the fourth. =Calculations 
were performed if either first mortgage 
monthly payment or outstanding principal was 
missing and the mortgage had not been renewed. 
Such calculations assumed that no principal 
repayments or draw-downs occurred. 


2)-“In-addition—to-prineipal,—payment;-interest and 
number of payments, remaining balance calcu- 
lations required knowledge of the starting 
date of the mortgage. The starting date was 
assumed to be June of the year of purchase 
for households where new mortgages were 
arranged. Respondents who acquired existing 


mortgages may not have been sufficiently 
aware of mortgage details to furnish 
reliable information. Therefore, financial 
analysis was performed only for those house- 
holds where new mortgages were arranged. 


3) The financial results would be biased if 
substantial differences between new and 
existing mortgage holders were present. 
However, a Significant bias in the financial 
analysis was considered unlikely, since 
comparison of new and existing mortgage holders 
across a large number of social and financial 
variables did not reveal strong group differences. 
In particular, present GDS ratios were very 
similar and renewal date showed little differ- 
ence. Some difference was present for year of 
purchase, but an assumption that new and existing 
mortgage groups are equivalent still seams 
realistic. In addition, the petential biasing 
effects are not large, because the existing 
mortgage Group ais) fairly small. MoOnly 26 per cent 
of purchasers acquired existing purchases. 


4) Remaining balance calculations for mortgages 
where renewals have occurred required knowledge 
of the last renewal date. The date of last 
renewal was surveyed, and financial projections 
for renewers were calculated. However, the 
financial calculations assumed that no refinancing 
prior to the last renewal had occurred. 


5) All etourivariablesi i nwaneamontza c1On calcu 
lation are interdependent and, therefore, the 
values of all variables must be consistent. 
However, respondent's recall of monthly payments 
and outstanding principals were not sufficiently 
acclirares for Standard tinancial calculations. 
Therefore, to enSure consistent values, monthly 
payments that were required in remaining balance 
calculations were derived from reported princi- 
pals, interests and amortization periods. 


Description of the Financial Projection 


Standard financial calculations were performed to 
estimate new monthly payments at time of renewal for 


assumed mortgage rates at 14 and 19 per cent. In 


AS wm 


addition, the results of refinancing remaining 
balances at 16-5 per cent for 25 years were estimated. 
Projected taxes were added to the various assumed 
renewal payments, and estimated household incomes 
were projected for the GDS calculations. Reported 
taxes and incomes were projected using the inflation 


factors listed below: 


Year Simple Compound 
Inflation Inflation 
(3) Rate 
(3) 
1982 yaad 11.0 
1983 24 PO nU 
1984 ou 9.4 
1985 40 8.8 
1986 48 8.2 


The remaining balances, at time of renewal, were 
calculated for each household that indicated a 
renewal date. Three different monthly payments 

were calculated that reflect each of the mortgage 
renewal assumptions. Taxes were projected to the 
renewal year and added to monthly payments. Incomes 
were also projected and GDS ratios calculated for 


each renewal assumption.* 


*Income estimates were used in calculation of 
GDS projections. Inclusion of the estimates 
produced slightly higher GDS results. 


C) 


First Mortgage payments, taxes and household incomes 

are projected to 1984, but the projected monthly payments 
do not include second mortgage payments. An important 
assumption is that households are able to clear outstand- 
ing second mortgages before renewal. If second mortgages 
are unable to be cleared, then owners are assumed to 

rent part of their house to generate incomes equal to 
second mortgage payments. Obviously, the second mortgage 
assumptions are not applicable to every case, but they 
are probably realistic, even if uncomfortable, for most 


* 
home owners. 


Financial Analysis of the Mortgage 

Renewal Projections 

Table 3.1 ‘contains descriptive statistics yj jyvear for 
owners who report mortgage renewal dates before 

1985. The probability that some 1982 renewers 

will also renew during 1983 and 1984 is not reflected 
in’Vables3 .L.7 7 Amturther assumption: as! made vehat, no 

new buyers will enter the market. Percentile distri- 
butions and averages are provided for the GDS ratios 
calculated at various mortgage renewal assumptions which 


are as follows: 


e monthly payments calculated on first 
mortgage remaining balances at 19 per 
cent interest 


@e monthly payments calculated on first 
mortgage remaining balances at 14 per 
cent interest 


*As shown in Table 3.1, inclusion of present second 
mortgage payments in the GDS projections does not 
result in) dramatic. chenges,inrGDs characteristics. 


@e monthly payments calculated on first 
mortgage remaining balances at 16.5 per 
cent interest but refinanced over 25 
years 


@e monthly payments calculated as above at 
19 per cent interest but including 
present second mortgage payments 
In addition, percentile distributions and averages 
are provided for remaining balances, the per cent change 
between the present payments and the payments projected 


under various renewal assumptions and gross household 


income. 


in’ Table ™s.., ene 2ochk,s50tn, 15th and 9sth percentiles* are 
provided. The first three percentiles are often 

termed quartiles because they divide a population into 

four equal parts. The 50th percentile is a special 

case because it divides a population in half and is 

usually termed the median. The 95th percentile is of 
interest because a minimum value for the top 5 per cent 

of “a population is given. “Slightly more’ than™S per 

cent of present owners report GDS ratios in excess of 

.30, and comparisom of ‘the 95th ppercentives ainder- warious 
mortgage renewal assumptions suggest if the top 5 per cent 
of renewers is projected to become more or less financially 


strained. 


*Percentiles describe distribution of values across 

a variable. For example, if the 25th percentile for 
a GDS variable is equal to .122 and 75th percentile 
equal tom. 2157 trene2s ier \centrot trempoopulation 
tals. below that. 4022 and (Sen oem cent wc Llese than 
Re Sy 


Summary of Findings 


Gross Debt Service Rattos 

Table 3.1 reveals some unexpected findings about owners 
who must renew first mortgages. 

Renewers tend to have higher present GDS ratios than 
owners in general. Average GDS ratios among renewers 
are about .18 and medians are near .17 while the average 
for-all owners is’. l2"andsthe*medtan=1s S090" = However, 
higher GDS ratios among renewers should be expected, 
because nearly half of all owners do not have mortgages 


and only pay taxes. 


Perhaps the most remarkable finding is how little GDS 
ratios change given the different renewal assumptions. 
For example, average GDS ratios among owners who will 
renew during 1982 is currently .181. However, under a 
19 per cent interest rate assumption, the average GDS 
ratio will only increase to .210. The averages actually 
decrease under 14 per cent as well as the 16.5 per cent 
refinanced assumption. The 95th percentile shows similar 
changes. Before renewal, the 95th percentile for 1982 
HENEWeEESs 1S: & 357s DU TLS eS wt) 2.3.00) para Gen va, 9) peracent 
assumption, and declines for the other two renewal 


assumptions. 


A conclusion from the above statistics is: If mortgage 
rates are 19 per cent during 1982, then the top 5 per cent 


of GDS's, the 95th to 100th percentiles, will become more 


py. oa 


Financially strained. However, the increased burden is 
moderate, because the top 5 per cent starts at .357 GDS 
before renewal and only increases to .387 GDS. On the 
other hand, renewers will become less strained if either 
of the other two mortgage assumptions prevail during 
1982. Such results may seem inconsistent, because many 
renewers are currently paying low mortgage rates. An 
increase to even 14 per cent might be expected to 
produce much larger GDS increases. The principal 
explanation is that increases in monthly payments, due 
to increased mortgage rates, are offset by increased 
household income, but two other explanations are also 


relevant. 


The first explanation centres on the second mortgage 
assumption. Owners are assumed able to clear second 
mortgages before renewal. Therefore, some owners will 
experience reduced GDS ratios even though renewal 

payments are calculated at higher interest rates. A 
second explanation is that some households already pay 
high interest rates. Some owners bought during 19¢tL 
during peak interest rates and negotiated one-year term 
mortgages. Such renewers will experience reduced interest 


rates at 16.5 and 14 per cent renewal assumptions. 


Per Cent Change: Present to Renewal 
Monthly Payment 


The similarity of present and renewal GDS ratios noted 


in the previous section may raise some questions. For 


example, most renewers will experience substantial 
interest rate increases, and therefore, monthly payments 
should increase dramatically. If all renewals during 
1982 are calculated at 19 per cent interest, then a 
substantial increase in median GDS ratios might be 
expected. However, the financial projection produced 
only a .04 increase in median GDS. A basic question 

is: Why do large interest rate increases not produce 


dramatic increases in median GDS ratios? 


One possible answer is that the income projections are 
overly generous. However, the projections are actually 
fairly conservative at 1l per cent increase allowed 
during 1982, and compound interest increases near 9 per 
cent through 1984. Another explanation is that the 
large number of renewers are already paying interest 
rates near '9 per cent and, therefore, the 19 per cent 
renewal assumption produces little change in GDS ratios. 
However, less than 17 per cent of the 1982 renewers 


currently pay more than 15 per cent interest. 


The most likely answer to the somewhat paradoxical 
findings that present GDS and 19 per cent renewal GDS 
Vatles fareLcimMitar sw iwesypartiallvepemea DLtyOL ca enumbers 
Gamer. Statistics in Table 3 oleandicatesenat large 
increases in monthly payments are present. Median 
increases under the 19 per cent assumption are more 


than 40 per cent. Such per cent increases are relatively 


large and within the range of many published estimates. 
However, due to the method of calculating GDS ratios, 
a large increase in monthly payment does not necessarily 


produce a large GDS increase. 


As noted, the GDS Hapa is calculated as: projected 
monthly payments divided by projected monthly income. 
The result of a large per cent increase in payments 
divided by a small per cent increase in income may 
produce little change in the resulting GDS ratios. In 
the hypothetical example which follows, a 40 per cent 
increase in payments combined with a 10 per cent increase 


in income produces an 11 per cent increase in GDS from 


NORD gS Ow 
Payment _ _ 500 2 _ Payment x 403 _ IOOe 
eae 2000 ee cee e os 5200 ~~ oe OS 


The above 'number juggling’ illustrates an important 
conclusion. © GhUol1s Garmemsure son TinaiCla lm strain or 
affordability, and affordability is generally the 
implied subject when large mortgage payment increases 
are cited. However, as demonstrated, a spectacular 
increase in monthly payments does not necessarily 
produce a dramatic change in the affordability measure 
GDS. By itself, per cent change in payments is not an 


affordability measure. 
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APPENDIX 


APPENDIX 


Survey Background 


The original objectives for housing surveys conducted 
in past years have been limited to the rental housing 
Market, but market conditions during 1981 demonstrated 


a need to make information about ownership housing available. 


An expansion of the Rental Market Survey to include 

ownership households was relatively easy, because a major 
interviewing task. was the identification of rental households 
and the screening out of all other respondents. A random 
sample of ownership households was incidentally contacted 

as a result of screening for the rent survey. The 

ownership survey was conducted simply by furnishing 
interviewers with one questionnaire for rents and another 

for owners. The ownership survey is actually a by-product 


of the rent survey. 


Use of the Rental Market Survey as a vehicle for the 
ownership survey is convenient, but the particular survey 
methodology may reduce data reliability. Reliability may 

be reduced, because financial arrangements for a house can 

be extremely complex, but a telephone survey only measures 
the respondent's memory of financial detail. Few respondents 
are: Willing to. lock up especiftieeinrormatrom suchas 
outstanding principal and make arrangements to complete 

the interview at a later time. If respondents are not 


aware of exact details, then data reliability will suffer. 


However, some research indicates that respondent's 
recollection is surprisingly accurate. Consequently, 
the financial measures may not be interpreted like 
‘audited financial statements' but the reliability is 
certainly sufficient for the types of analysis contained 


in the previous sections. 


Sample Reliability 


In addition to the subject of measurement error, all 
sample survey results are subject to sampling error. 

All papers that present sample survey statistics must 
deal with the subject of sampling error in one way or 
another. As is becoming better known, survey estimates 
are seldom exactly equal to true values because not all 
units are surveyed. Therefore, if two sample statistics 
are similar, then the two statistics cannot be realistically 
considered as different. For example, ll per cent of 
Windsor and 9 per cent mortgage holders in London also 
have second mortgages (Table 1.8). However, the sampling 
error is sufficiently large that London could easily 


have a lower rather than higher per cent of second mortgage 


* 
holders. Therefore, Windsor and London realistically 
cannot be considered to have different levels of 


second mortgage holders. 


* A method of judging the sampling error is described 
in the following section. 


Sampling error is evaluated by formal tests but presentation 
of such tests is ponderous. However, presentation of 

sample statistics in table formats invites comparisons 

of statistics that may not be realistically considered 
different. Therefore, test results are conveyed by 


printing statistical tables in two different types. 


For all tables in the body of this report, statistics 


printed In ~talte type indicate that the differences 


are too small to be considered genuine. Statistics 


that show strongeridifierences arevprinted sin regular 
type face. 


Many statistical tests can be calculated for each table 
but only test results for the most basic level of 
comparison in a table can be indicated by the ttaltes 
convention. For example, Table 1.14 gives the distri- 
bution of first mortgage interest rates by city. The 
statistics are printed in ttaltes because standard 
statistical tests indicate only trivial differences in 


interest rates across cities are likely. 


However, comparisons of specific statistics within 
tables are at risk even if strong overall differences 
are indicated. For example, Table 1.11 gives monthly 
payments by city. The Toronto and Hamilton per cent 
of owners making payments of $200 or less is 54.7 and 
53.4 per cent respectively. Although strong overall 
differences are present, the specific Toronto/Hamilton 
difference cited above is not large enough to be 


considered genuine. Table 4.1 is provided to assist 


readers who are interested in making detailed comparisons 
of percentage statistics. Comparison of averages presents 
a similar problem, but general guides cannot be constructed. 
Such comparisons require variance measures and specific 
calculations. However, to enable such comparisons, 

Table 4.2*is” provided.” “The table” gives the*statirsercal 
precision for each variable where averages are presented 


in thevvar lous. tables: 


A final note regarding sample reliability is needed. 

Given the current interest in homeownership finances 

and available resources, some relaxation of peed eral 
methods was needed to produce timely results. Specifically, 
some formal checks during final data editing and analysis 
were relaxed in favour of less rigorous inspection techniques. 
In addition, statistical tests for all comparisons implied 

or cited in text were not calculated. However, statistics 
that support basic conclusions were thoroughly tested 

and sufficient data editing was undertaken to ensure basic 


integrity of the data. 
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Use of Table 4.1: Approximate Precision 
of Percentage Estimates 


As noted in the Introduction, all sample survey results 
are subject to sampling error, and therefore, sample 
statistics are seldom exactly equal to true values. 
Interpretations of sample survey statistics are always 
subject to various questions that relate to sampling 
error. The primary question is: How close to the true 


value is a survey statistic likely to be? 


Probability laws can be used to construct intervals 

around sample percentages such that the true value has 

a 95 per cent chance of residing within the interval. 

The result is a range of values that has a high chance 

of containing the True Value. Therefore, sample survey 
Statistics are best interpreted as the sample statistics plus 
and minus some value that can be interpreted as the 
Statistics precision. statistics that ‘are subject to 


high sampling error have low precision. 


The values in Table 4.1 give the approximate precision 

of percentages across a range Of sample sizes. For example, 
as can be seen in Table 4.1, a survey statistic of 20 per 
cent from a sample size of 400 has a precision of 4.0 per 
cent. Therefore, a range from 16 per cent to 24 per cent 
(20s per cent plus and MInuses Derecent) Nasmaa > Der Cent 


chance of containing the true value. 


The precision estimates in Table 4.1 underscore the risks 


of interpreting sample survey statistics as absolute 


measures. For example, on page 55 in the Appendix, 
the per cent of households paying less than $200 per 
month were given. The Appendix states that the two 
percentages could not be treated realistically as different 
values. The example below provides a graphic rationale 
for the concluston: 
@ From Table-1.11, the per cent of Toronto 
and Hamilton owners who pay $200 a month 
or less are 54.7 and 53.4 respectively. 


The sample sizes are 726 and 556. 


e From Table 4.1 the following intervals 
can be constructed: 


Approx. Sample 
% Size Precision Interval 
Toronto 50 800 tae ot LS its hae 
Hamilton 50 600 +4 .1 497 a= 2D 


As can be seen, the intervals almost completely overlap. 
Therefore, the chances are nearly overwhelming that only 
trivial differences between the true percentages of low 


payment owners are present. Toronto and Hamilton should 


not be considered to have different levels of low payment 
owners, because the precision intervals are almost 
identical. Specific tests are available if readers wish 
to make detailed comparison of percentage statistics, 

but professional statistical consultation should be 


sought. 
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TABLE..4.1 


APPROXIMATE PRECISION OF PERCENTAGE 


ESTIMATES 


(In Percentage Points at 95% 


Confidence Level) 


Percentage 
Estimates 
_Near 1200 1000 «800 = 600 
5 Lee ts eo vs a 
10 ed sd wt PGs 
20 Zee wie ane S45 
30 PEs pee Sey Biss) 
40 aps See aaa 4.0 
50 PS Sieve a0 401 
60 Zes ciel ERS) 4.0 
70 PS pee Sisie fa: 
80 eae a 238 Cre) 
90 bag ne peat Zito 
95 sae” 1S C35 aay. 


*Approximations cannot be made. 
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Use of Table 4.2: Precision of Average 
Estimates 


The values in Table 4.2 give precision estimates for 

all averages contained in the various tables. For 
example, Table 1.3 gives the average gross household 
income in Toronto as $35,700. The corresponding 
precision in Table 472 is $1,669.30. The interpretation 
for precision estimates of averages is identical to the 
interpretation for percentage estimates already 
described. In the example above, Toronto incomes should 
be interpreted at $35,700 plus and minus $1,669. There- 
fore, the true Toronto average income will reside within 
the interval  $34030.70'— 5377309 .30 with a 5 ver cent 


Chance of error. 
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SECTION: £2: 


Households 


Comparison of High to Low GDS 


ee 


01-.30 
Table GDS 
2.4 Household Income 491.6 
O'S) TOtaLa Prancapad gears. S 
Zin Monthly Payment -6 
2.9 Interest silat) 
SECTION Lime sh inangialsprojections: by Year 
Table Hele aS 
Sie Present GDS 008 .008 
ort GDS @ 19% Renewal 010 012 
S) eal GDS @ 14% Renewal 008 009 
pea GDS @ 164% Renewal 008 O17) 
oy al GDS iG) 194r 2nd Mtg. 010 O12 
SEAN Payment @ 19% Bete Zao 
Soak Payment @ 14% 2.5 2 ok 
Saeed Payment @ 16%% ci B03 
Ser Balance J sAS ho PSA) Gy Oe 
Bee. Income 19336. 5 NNSA IS AS 3} 
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